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\SUMMARY

The Guaranteed S udant Loan Program, authorized by the 1965 Higher Educa-m
tion Act ‘ (Title/ IV~ -B), is intended to prov1de students with a means of flnan-
«cing part of the|cost of education, It works toward equalizing educational
' opportunity by helping students overcome financial barriers. The principal
of the loan is provided by commercial lending institutions or state iending
s ) agencies, N ‘ e
ST Federal operations began in FY 68, with rapidly increasing levels of ) .
funding each.year since. By the- enﬁ of FY 75, it is expected. that loan
disbursements in the program will total $7 billion, with more than fi 1
billion having been disbursed in FY 75 alone. These loans have been %ade v
- Ef approximately 19,000 lenders to over six million students in 8,200 edu- i
h cational inStitutio;s Aﬁong the institutions whose students are~eligib1e ’ o
for loans are traditional two-year and four-year pcolleges, as well as
specialized and vocatlonalv(proprletary),schools. The latter sector ha§ :
.. increased its participation most rapidly from $2.9 million in FY 68 to
218.2 million in FY 73. For this and other reasons, the Office of
ation has required funds beyond those griginally anticipated for ,

the pregram as a whole\and certaln spec1f1c aspects of it: \

e Federal iosts have increased steadily.!

o The extent of future federal’ liability 1mp11c1t in néw or.
issued loans is not precisely known.

_® Default rates have increased to a level far beyond those that
' had been expected. -~




1 ’ :
. ® Because' lenders are reducing or eliminating their financial
participation, it is not clear that GSLP can fulfill 1its
objective of providing a major part of the financial *
assistance to college students.

x

e ~ The program's social efficiency and cquity are questioned
by the high defdult rate for certain demographic groups
and types of schools.

Even though large data files arc maintained on all GSLP 1oans these
issucs were not read11y addressed hy existing data for two-reasons: (1)
much of the data needed to address the issues of current 1mportgnce are
ot routinely collected, and (7) the quallty of data in existing files is
questiopable. As part of a program to close the data gap and prqylde clear
answers to these questions, the Office of Ilanning, Budgeting, and Lvaluation
(OPBL) contractedﬁRYC Péscarch to, survey and analyze new data relating to a

representative sample of GSLP lenders and borrdWers. The survcy.was to
focus orl repayment deta115, default status, lender wrocedures, and lender
attitudes. This research was also to validate certain items in the existing
datu basc and to obtain specific data needed to further quantify and expand \
the Loan Estimation Model being developed under a separate contract.

;on closely inte;related surveys, one of lenders and-one of borrowers,
were required to fulfill these gcneral‘ohjectives. The specific objectives

of cach are distinct. For the lendofs survoy they are as follows:
(1) to expand on.the information lenders currently report to the
0ffice of Lducation, particularly for data needed on a one-’
" time ba51s for OF's Loan Estimation Model; A ’

-

(2) to determlne lender experience with loan-defaults that will" t.% ’
be used both to validate the Ol {ile data 'and to assess '

certain qualitative -aspects of the loan portfolio; ‘.

(3) to determine some of the important procedures\relating'to
lender administration of guaranteed loans--that is¢ the
approval, servicing, and collection of such lvans; . : .

(4) tq estimdtc some of the primary costs as%oc1atod with the
‘adm1n1<trat10n of guaranteed loans

(5) to determine some of the onlnlonq viewpoints', and morc formal
nolicics that constitute lendor response to the structural and
adm1n1%trat1vo requ1rcncnts of the 06Sl, nrogram;. and

(6) to determlqe certain abpccts of borrower reanment experience
N with lenders, including the gctting of repayment teyms and
amount of monthly payments./; :
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RESEARCH DESIGN C : ‘

The research design for this study. reftects the primary interest in GSLP
repayment.and,default processes; The ponulation of interest consists of
borrowers who had obtained federally guaranteed loans, including state
guarantee agency loans, ;nd who had one or more loans converted into repay-

’

.ment. Since lending institution praetices, policies, and procedures and *

borrower behavior are key 1ssues of thls study, two types of data were

required: (1) data on classes of lending 1nstqtut10ns and (2) data about

classes of borrowers who are, or have been, in repayment status. '

"This research design led to the need for a representative sample of .

GSLP lending institutions and a representative sample of GSLP borrowers L
who had reached or - completed the repayment stage. Mail questlonpalres were ,
de51gned and sent to sample lenders. Included were a Part ., covering

¢ aggregate institutiOnal operations, and‘a separate Part II, covering the

? behavior of each sample borrower associated with that lender. To further
investigate the possible causes of default by borrowers, a separate"questlon- )
- naire was also sent d1rect1y to each, sample borrower,,; however, a large nro- " Jﬂq\**
port;on of invaljd addresses and many n@irespondents resulted 1n a poor
overall response, particularly for/tﬁe?§;:t 1mportant subgroup-wthe defaulters

»The resulting low precision of estimates from this direct borroWer survey

\\‘<\ limited its usefylness, and this rep6/?
data supp11ed by lenders. 1 In any case, the sample, which was drawn to

,represent the borrowers 1n repayment could be (and was) used fqﬁ a direct
survey. ‘uy '

t draws only on the 1nd1rect borrower

RIC prepared a sampllng frame by extracting tbezborrowers 1ﬁ’repayment »
status from the larpe GSLP data file on participants maintained by the OE = "
Jivision of Insured Loans. This produced a total of about 1.6 million sample o
candidates. The universe file was processed to produce a cluster, sample of
‘ SR

L - - ‘ (

{

A separate report incorporating an analysis of.tﬁe direct borrower
SUrve dat; was prOV1ded by RMC to OPBL for internal use. See A Survey of
Lend€rs and Borrowers in the Guaranteed Student Lean Program, RMC Report

UR-228, November 1975, I

. -
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appro%imately 10 borrowers from each of 800 lende}s. Lenders were*sampled
| with a probability proportional to the number of borrowers who had reached
} repayment status. It was believed that a sample of 800 lending institutions
would be adequate to provide the desiged data by the major types of lenders,
The lender sample was stratified by 13 lender categories used by the Bivision
¢ of Insured Loans, Steps were taken to ensure ‘that the sampfes were statis-
’ tieally adequate and thét questionnaires were not sent concerning borrowers

who were not in repayment status. These stéps arc discussed in more detail
in Chapter 3. . '
| Two questionnaires were developed, one conCernlny individual born\ ers
..and onc¢ concerning 1enders which reflected the major issues of concern to
Ot and the specific research questlons related to those pollcy issues... The
aucstlonnalres vere de51gned to minimize respondent burden and to focus on
the prlorlty items that were developed with the assistance of the Offlce of
Education. The lender instrument was/ﬁ}ctesteé in eight lending inStitutiohs,
which were asked to note any areas Qf difficulty: After their review,
approval was obtained from the U.S. Office of ﬂanaﬂement and Budget (OvB),
as is required for all such surveys. Appendlces B and C present the full
questionnaires and the answers obtained. Questlons were then red051gned to
. feerrg;£B:He d1ff1cu1t1es .experienced bygthe pretest ?roupév—*’// ‘
///y/r Questionnaires were then” malled to lenders in accordance with the sampling
plan. In ‘addition, site visits } ﬂére made td 39 lending institutions to dis-
cuss lender operatqons thdt mﬁght bear on the 1mberpretat1®n of the study

data, and to probe more fu than a queqtlonnalre Allows in some areas.

The completed questighnaires were rcturned to RMC and kept under lock
and lkey to ensure the comfddentiality of the results. Open-ended questions
were coded | hé basit questignnaires had been nrecoded)f and computer data’
files were f onstrﬁcted for the subsequent analyéls }

fhe T nc1951dns of thls study- should be read with some sen51t1v1ty to?

the complexitigs and dlgflcultles

ed by any study that relies on collect-

1ng loan 1nformat10n ‘rectly from a sampl®\of lending institutions. Since
//f;?’concluelons and(x%ébmmegdatlons have beefn prepared with these caveats
“in mind, andm;9¢ﬁ§01d conpllcat'rq this eummary with the details of the

/l.
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study process, the reader is referred to Chapter 2, which discusses the
following aspects of importance to an informed assessment of the quality of
the observed data and resulting conc1u51ons

® sampling process, : .
® ® nonresponse to questionnaire items,
) N . 8
\ ® incorrect answers, "
® timing, and . ¥
e sampling and weighting procedures. '

‘ “hile the reader Ls urged to refer to that materlal, it is approprlate
to indicate here that no major study finding is megated by any of the - )
matters covered”in Chapter 2. Its principal a  1s°to present the'analytic
process undérlylng the results of thlS study. D& ' .

t “ ]‘.
'\ STUDY CQNCLUSIO'\IS o !
ﬂ, . . . ) [ ) -
"Conclusions Relating to Lenders o
*"Lbr’ " o
‘This shrvey obtained vélid responses from ‘about 70 percent of the selected
lenders, wh1ch represented about 72 percent of, all borrowers in repayment
Thus RAC feels that theé survey data for 1endgrs provides a solid base for
conc1u51ons about lendér behavior and attitudes. The following paragraphs
summarize conclusions relating primarily to lenders.

" The lender survey was able to achieve its major objectives with the
follow1ng exceptions: only limited quantltatlve 1nformat10n could be ac-
quired on default. Moreover, the survey did not completely succeed in

» obtaining lender costs for administering GSLP owing to the inability or
unwillingness of lenders to provide such data. We did, however, obtain
relative cost information: frem'major cost categories involved in the ad-
mlnlstratloq of the GSLP. .

&\%\Nm Part1c1pat10n of Lenders in ( R
4 Lenders participate to serve their cus tomers or the community in general.

They see the pronram as a way to fulfill a 1eg1t1mate/heed of the ‘tonstituent

populatlon ) , &

iX/ \
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Nevertheless, lenders are broadly interested.in the economic_return to
be gained from participatioh Howéver' they are more concerned about not
sufferlng ‘any losses from participating in the program than they are about
maximizing profits. Lenders are dissatisfied with the* extent and growth
~of the federal paperwork and red tape required by the program. For most
Ienders, the GSLP represents a very small portion of their total loan in-
vestments but takes a dl:proportlondte amount of administrative effortigs
In fact, some lenders regard this as a reason for dropping out of the pro-p

" gram. Many feel that regular operating procedurcs in a lending environment °
are adequate and they could achieve good results without the extra require-
~ments imposed by the GSLP. _

Student Access to GSLP ’ .

The C%LP ha$ not evolved into a student aid program acgess1ble t all
Jstudents._ large numbers of lenders have 1ntroduced constraints on Atudent
eligihility in addition to legislative and OE regulations. For gxample,
some lenders restrict loans to existing customers, do not give loans to
. firﬁtlxéar studgnts, do not give loans to vocational school students,‘orA
P\QS not give loans to students helding GSLP loans'f{rom other lenders. Their
' itionale for impesing’ these constraints reflects their judgment that the -
student~or program is bhest served by not gréhting some loans and that
lender fun

must be ratiomed in any program operating at a net loss.

liffects of Lender Size

Many - of the d1fferences in lender response’to questlons appear related )
to .their level of participation; that is, the size of their 1nvei¥%ent in E
GSLP. For example, smaller lenders tend to have fewer defaults and spend
proportionately less of their costs in finding defaulters and preparing
claims. They are also more likely to require cgstomcr status‘before\gténting
loans.

A

Distributjon of Defaults . _ >3

» ~

The phenomenon of default was unevenly distributed among lenders. Defaults
are concentrated in certain geographical arcas. [However, since lender size . ®

» 3\
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is also con;elated with default rate, much of the geograph1ca1 differentia-

tion can be ributed to the fact that certain areas have higher concen- _
ti of larger lenders. Of particular interest is the* fact- that Vocatlonal

25

schools that act as direct lenders experlence much higher than average de-

fault rates, ‘as do savings and loans associations. Credit unibns had sub-
stantially lower ‘than average' default rates. % -

Lender Difficulties in Finding Borrowers : ’ '

Locating borrowers at repayment time was a significant problem foy
most lenders. . Lenders alééZCbnsistently compiained of the. lack of coopera-
tion and assistance from, the schools in verifying loan status and trac1ng
defaultlng borrowers. '

Dat&'Validity b ‘ .,

, \ * N ll "
RMC found considerable d1fferences between its survey data and OE's

GSLP master file for borrower 1oan “status. For | example 44 percent of the |
defaulters identified by the 1enders were<115ted as pondefaulters on the
GSLP master file. Thus, any ana1y51s u31ng data from the GSLP master file

»

must be carefully interpreted. . . E

Conclusions Relating to Borrowers

Analysis\of the data provided by lenders about the sample of sglected
borrowers plus other related data suggests tHat the defaulter population
can be distinguished from the general GSLP popuiatlon on a nuriber of drmen51ons

|
e higher attendance at vocatlonal 'schools—in particular, vocatlonal
schools that act as direct lenders; :

e higher dropout rate; and L.

- weaker relationships with the lender. - .

It is interesting that neither the number of loans nor the afount of debt ' .
was in any way significantly related to default rate. — .
Defaulters as a groun have a very loose relationéhip~with the lender
: f//;th‘the lender.
:lany detault\rs are never found by the lender %29n repayment is scheduled

. i .
» - -
. . P ) L .
. _ c !
. : N .
N .

' : 1 2, t . .

°
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from which they borrow. Mary of them do not ever mee
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"s..  to begin. Sixty nercent of - the defauLmers come [rom fam111es W1th no daecount
. g, .

o . relltlonehln with the 1e1der ,only 30" percent of the nondefaulters do oL o

N
- \ )

- \Aq a group, avocatlonal echbole exhibit default rates more than tw1ce as
L hlth .as calleges “and unlver51t1es Vocational schoals that also act: as o L -
direct: 1endere eXhlblt default rates near 50 percent, which is about four - i , i_
times, h10her-than the default\rates for c@&legce and wniversities. Nearly o |
.-Q all of the students who eventually default in: vocat10na1 schools enter with ‘
the 1ntent}6h of qettlng asjob in the1r fields. However, two-thlrds find = °
~the. schools are of no help in plaC1ng them,. and only 17 percent eventually "
end uyp with Johs close to their fields of tralnlng' We cannot conclude that

the ntpblem is a lack of quality ¢m thia;9éatlona1 program, although our - ) N
the Vi3 1ts have eonflrmed th1< in’certdin cases: - : ST :

TMg. e,

[}

oA lem‘.‘.,.ml)'&e N, ‘ - . )
' s R4 - . . "‘g‘ ,1.‘ ] \\ | '
e AT T ‘
IOr the: to”f’dﬁtof aklng recommendat1ons is not a stralghtforward process . N
+eedspecially fora plogran o capié¥ i s objectives and.impacts as ot

» -

P Recommendations requirt value Judgments--trad ffs between,~£or example pro- - “

o Lram cffeetlvcness and eff1c1ency on the one‘h d and- 502131 u1 on thea Ala o
’ EJ{ eq o

3s

other. RMC hae not attempted to. resolve such trade -offs in the recommendat1ons
that follou oft the principle that this would requ1re pof1tha1 deC151ons beyenu ’%[ ¢

o the mandate of a contractor. R o - e T

"

Recommendations .Affecting Lenders’ - - S CoL
. .
ERCIL - ° Lompetltlve ‘rates of return tg leﬁg%rs are 1mportant if GSLP
: investment levels are to be maintained. Administrative
actions that would reduce lendetr operating costs or am in-
crease in the spec1a1 allowance rate both contribute to\
"lender net returns. ‘ . . S, \.: o
@ . Economié¢ returns ‘to 1enders should be 1ncreased 51gn1f1cant : J
if Investment levels of GSLP are to be increased. It does \\
- not appear likely fhat lenders will d1vert additional- funds
. from;,ather investment areas in the absence of increased com-
; o parative ratés of return. Increases in interest Tevenue or -
: reduced lender costs would be steps in the right direction. \

o " Increased efficiency of lender operatlons could be achieved A\ _—
. through OE actions in three areas: ; o \ —
(1) defining due diligence in specific termg,
(2) "redesigning forms and procedures, and- '

(3) 1investigating the £feasibility 8f OE doing more . -
central recond keep1ng, thus reducing 1ender : . _ .

costs. ’ R o 5\)
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Recommenﬂatlons Intended to Reduce, Loan Default - ) M X P oo

- o’ Certain types of borrowers or lgnders should be ellmlnated v S
' from the programﬂlf the current high deéfault rate continues L
& .~ and if its impact is as seriousas it, seehs to be. Although @
- . it is possible that equitable access to student ‘loans may,
o be compromised by such an action, it should be recalled that
other programs (e.g.,»BOEG) are almed at assisting many of . ;
the -borrowers that woﬁld be affected by such a change. : d

. Some spec1f1c suggestlons 1nc1ude addlng the ability to -, §
.’ pay as a criserion for loan eligibility, eliminating voca: aal S
+ . tional schools from GSLP. e11gib111ty, eliminating ¥oca- ;
‘ tional schools as. direct lenders, ‘and- establishing sep-
T arate programs, one for vocatlonal schools and one for
: © regular academld'oolleglate programs ‘”Flnally, lenders =~ -, )
could be.allowed to require co-signers and encouraged - N S
to require preyious family account:-relationships. . : c '

. OE should implement varipus administrative and pollcy T e
S L changes afmed at reduging high borrower default through 5o - “
-+, 1improving the ability tor locate borrowers at repayment . - w i
time and otherw15e improving the ab111tx to collect B _ o o
. loan obllgatlons . '

.. OE's loan collectlon'process on defaulted Yoans. should
'  be tightened up and a harder line taken. ) o

v L S OE shomld establlsh direct contact with the bOrrower L

“ﬂf\j'”*“i*j;w ﬁ‘?;r the student or the school should be, requ1red to
- ‘provide: annual‘notlflcatlon to 1enders about change in - .
‘status and loéaﬁlon.uﬁm@a . . £ 0 o, 4

&

e Con51derat10n should be gﬁveﬁ tO'llmstlng the extent "t

%;u’_ m.,,‘
“%-% which GSLP schiool$ or lenders with exce551vely high de- - ¥ ¥
‘ » ' fallt rate experlence are continued in the program ,d“’-.mwv ’ N ‘
T ° w7 A
- Recommendatlons for Further Research e M T
\ .The' following sugge§¢1ons for further researc ant1c1pat@ further Te- '
Lo qugrements for program evaluatlon and control: ’ ‘ :
I o ¥
A X e  continue, to in roveuthe quallt of’ the GSLP ‘data, base, .
A . w y o
A LW perlodlcally update the flndlngs of thlS sur#ey, :
. o study the operatlng costs borne by lenders ' AR T;;é
%
; £ e - study ‘the operatlons of selected GSLP state:guarantee : Cee
4 . . . agencies, and . » ] }
{ ., 7 e .  exanine the problems faced b? GSLP schools in part1c1- : _ /
~x" . . .. pating in the program . ‘ Lova s -
\ el R S
\ t Y . - ,u‘b ; ' ) TR T B |
Q ‘ . ~' . - l. L\“)(1_11 . ) . . -k ’ g
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tany bf the recommendatlons We haVb made about changes #n GSLP pollcy
. are already belng seriously considered for 1mp1ementat10n-—nartlcularly
those that relate to ellmlnatlng'certaln groups or institytions for eljgi- .
bL11ty “RMC strongly urges OE to initiate studies 1nto the 1mpac s of such
actlong/ both on :the, schools ‘and on the students Srmllarly, somg of the
“recommendatlons mely the establlshment of admlnlstratlve standards. * These
shpuld also bé studled For: example if financial abillty to repay a loan ’
15 add@d as a crlterlon for e11g1b111ty, then . further rescarch into earnlngs
levels that, are suff1c1ent fdr»repaylng selected loan amounts would be
" s esséntial. \f, T Lo ) - ’
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* BACKGROUND OF THE GUARANTEED STUDENT LOAN PROGRAM ' -/

The Guaranteed Student Loan Progr (GSLP) is authorized under ‘the pro-~
v151ons of the-Higher Educatign Act of 1965, Title IV-B, as amended, and is
currently one .of the‘maJor Student aid programs of the Offlce of Education. 1
. The objective of the program i3 to’ prov1de students with a means of f1nanC1ng
part of the cost of educatign.- GSLP supports the goal of, equallzlng educa~
tlonalhopportunlty by helping students ovqfcome financial bafriers to post-

7 seconéarY'educétion. Theﬂprlnclpal of the student loap is prlmarlly provided
by over 19 OOQJlendlng 1nst1tut10ns, such ‘as commerc1a1‘banks, savings and

’ " loan assoc1at10ns, credltwunlons, insurance- companies, pension funds, and eli-
gible-educational[ihstitutioné. Over 200 educational institutions and a few

i“

state agenc1es make direct loans.

o

;b’ GSLP,prov1des federal funds for "1nterest beneflts‘" a special allow-
ance to 1endexs »and payment of default claims to ienders. While the - 7
"student is in school -during a maximum 12- month grace. perlod and during
periods of authquzed deferment, the federal government. pays the total in-
terest .on behalf of eligible students. For 1oans made pr10r to March 1,
1973, students, whose adJusted family income- was less than $15 000, quallfled
for subsidized loans. Under the Education Amendments of 1972, which became
effective on March 1, 1973, interest is paid on behalf of students whose
loans are determined to be eligibié for such payment on the basis of a recom- . .
mendation Tresultipg from a needs analysis made by the school. The special
allowance,‘whicl was authbrized under the Emergency Student Loam Act of 1969.

! e , . @ . .
1. The program is also reféiied to as the Federdlly Insured Student AN
Loan (FISL) program. - For purposes of this report, GSLP and FISL are con-
sidered synonymous. T ' * ' ‘
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" and which may not excded three percent per annum, varies with the condiéﬁon
of the money market and\is pald on the average quarterly\unpald pr1nc1pa1 a
fter August 1, 1969. - - y ’

The .most recent amendneny “to the-lligher Education Act ¢PL 32- -269),

balance of all loans made

whth became effective on June\, 1974, changed the basis for determining

-011g1b111ty for interest beneflts
\ ol less ‘than $15,000 previously werg eligible for interest subsidies,\the_
amendment established a different nee¥s test that, as applied by,le‘dere,'
tended to reduce the number and/or siz
provide for automatic eligibility for ann 1 loans up to $2, 000 but requ1re .
a needs test for-the loan 1dﬁmement from $2 000 to $2,500:

Currently, the maximum individual 1oan may not exceed $2, 500 per acai%ﬁi}
year. The total aggregate loans outstandlng may not exceed $7, 500 for undey-
graduate students and $10,000 for graduate or profe551ona1 study, including
amounts borrowed at'the undergraduate level. -

Any student may apply for a “loan who has been accepted for-enrollment in
an e11g1b1e school or who is alregdy in attendance’ and in good standlng, and
who is a citizen of the Unit%d States ‘or is in the United States for other
than a temporary purpose In most states, half-time studentS-are eligible, Y
but some state agency programs requlre full -time attendance. Residency re-.

”
qulrements also vary 1inu- some states.

Twenty-eight states or private: agencles and the District of Columbla ad-
minister ‘their own guaranteed loan programs . The agencies may contract with -
the comm1551oner of education to reinsure_ 80 percent of the principal of the
]oan if loss 1is incurred by the agency in meeting its ob11gat10ns to lenders
on guaranteed 1oans in default. No fee is charged for the reinsurance: The//

A : Federally Insured Student Loan Program operates in the remaining states.
~add1t;on, the Acf authorizes federal insurance for lendérs operating on

~ 1ntere9t basis ‘for students who by virtue of their residency do not havé

“ access.to a state program. Under the federal program, the comm1e51oner w111

insurc the lender tor 100 percent of the unpaid principal and 1nterest out -

"""""" standing at the time the loan enters into default. The insurance premium

charged is one- quarter of one percent per annum on the principal amount GT“

the loan for the period from dlsQUrsement through the expiration of the 12-

I month perlod follow1ng the expected date of graduatlon . 2

. . 4 .
[}
. . R

- While students with»adjusted family i ncomes

of subsidized loans. These regulations
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By tﬁz’end of Fiscal Year 1975, it is.expected that Oanjdiebursements
totaling $7 billion will have been made to students uader this program. More
than $1.1 billion will have been disbursed in Fig Year 1975 alone. These-
doYlar figures translate to‘participation by over/6 miilion students, 19,000
- - lenders, and 8,200 educational institutions. " Féderal, operatiéns began’in '
Fiscal Year 1968 and the amount of insured logns increased rapidly dufing
the succeed1ng six f15cal~7ears . Although loan volume increased ik all typesA
, of educat1onal institutions part1c1pat1ng in GSLP the specialized and voca-
. tional (proprietary) sector increased its part1c1pat10n most rapidly. It
accounted for $2.9 million in loans in Fiscal Yedr 1968, $19.4 million in.
F1scal Year 1969, '$15.2 million in Fiscal Year 1970 $143.2 million in Fiscal :
« Year l97l $242 2 mkllion in F1scal Year 1972 and $218 2 million in Fiscal ‘
. Year 1973 / With this growth in all sectors, there ‘has been a corresponding ‘ :
1ncrease in 1nterest beneflts and special allowance ‘payments as well as in
.claims payments, for.death, disabi ty, bankruptcy, and default. In fact, L
' because these paymefits have increZzed so rapidly, it has been progressively
; i _ more d1ff1cult to, estimate aceurately the amoynts that should 'be requested in
' the Pres1dent s Annual Budget to operate the Student Ldan Insurance Fund (SLIF).
\\*; g F¥r each of the’ lasd"Several years, the Office of Educatlon.has requ1red '
" far more money than originally requested for payment off its GSLP obllg@t1ons

Because of this, OE initiated research activities (includirg the present
RMC survey) té better understand the lending/default process and go develop

XE;}fEr data/technlqges for estlmatlng GSLP revenues and expendltures. y
/ PURPOSE OF THE STUDY -~ ., e .
. MTh general purpose ahd specific research obJect1ves .of thlS study may be

' best; understood by br1efly examlnlng the conditions that prompted 1ts initia-
t1o£gby e Offlce of Education. Before and during the prOJect formulat1on
period, an 1ncre351ng number of questions had ,been ralsed concernlng the cost .
and effectlugness of the, Guaranteed Student Loan Program. Federal costs _were
increasing stead1ly for both its 1nterest subsidy and re1mbursement to‘lenders

when students had not fulfilled repayment obligations on their loans (i.e.,
defaulted) Of even greater concern was the unknown extent of future federal
liabilitigs that- were implicit in new or already issued GSLP loans.  In parti- \ P
cular, it appeared that default rates were increasing to levels far above ex-

pectatlon and _had already caused several supplemental approprlatlon requests T

_to cover unexpected GSLP costs. In addition, there was increasing concern that

18 -




the program would be’ able to fulfill its obJectlve of providing substan-_
tial financial a551stance to college students becayse many lenders were re- .
duc1ng or ‘eliminating their financial part%c1pat10n in GSLP (due to dlssatls-
. . factlon as well as a tlghtenlng money market). Furthermore, the very hlgh
y \defauﬂt rates for certaln demographic -groups and types of schools raised ot
\ several questions of eff1c1ency and equity (e.g,, Was it !fair'’ that large '
. \ percentages of certaln types of students were refusing to repay their lpans?).
- Addresslng these issues and queétlons was compllcated by the lack of
adequate. data from existing 1nfonnat10n systems malntalnedfby the Divisien
" of Insurced Lodns (DIL), the group within OF with operational responsibility
l “far GSLP. Lven though Iérge computer—baséd files were main@ained on all; .
g 1oans ever granted by GSLP@(bdmh federal-and state guarantee parts), there
. were two 51gn1f1cant dlfflcuLmles (1) much of the infbrmation needed to

address current issues was nbt currently collected, and (2) some data in exist-

\

@ng files were pf qucst1on1%le quallt) since theére was“often a.-cofsiderable
.l avoidunec or 1/2 in lender and 5Lh001 report1n& of status‘changes. It is dgalg'g
this background. that OF (spccifically the Office of Planfing, Budgeting, and
/// Evakuatdon-OPBE)_initiatqd two projécts related to*GSLP. Tﬁe first was to
analyze existing GSLP data files on default relationships and to develop a -
‘Loan-;stimatiOH‘Model that would allow‘projection of OF future cash flow re--
quircments (for 1n;erest,and default obligations) based on the present mix
of;rclafig;;?lps_gf .GSLF loans. The second study (RMC's presgnt contract)
required t collé@tlon and analysis of new data, spec1f1cally a, comprehen-

yive survey of “a. rép;esentatlve sample of GSLP lenders and borrowets, This

o survey was 1ntended td dhtaln txpes of data not otherwise avallable,'in-“

“y;

haet®
Pyrvin, s

an&‘“l“enden.w
iftems of

cluding rcpayment detallb borrowefs*\attltudes, lender procedures

, attitudes. At the same tlme this survey would validate certain

N.‘,«mmw

<
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the ex1qt1ng data base aﬂd obtaln scveral data 1tems.needed ‘to estimate para-

meter values (or reflne earlier estlmates) in the internal relatlonshlps of

. the Loan Iistimation Model being developed by the first project,
\ , S ‘ N '

\e

1. More recently, this organization has been renamed the Office of
Guaranteed Student Loans. In this report, the older title,.Division of-
Insured Loans, is used. o .
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-~ In summary, both of these projécts were designed and superV{sed by OPBE
to improve available data and knowledge about the GSLP loan/default process
and to explore the rmportant issues that are critical to/ongoing policy de- | .~
liberations in O and Congress concernlng GSLP. While ofh”are exploratory
and one-time in nature they will add con51derab1y the limited hase of
. knoyledge about the student/lender process. '

During the early ppases of this projeot, and OPBE expanded the gen:
eral purpose of the survey into more specific objectives that could serve ias
7 guidelines for the subsequent questionnaire de51gn and data analysis act1v1-
ties. The follow1ng paragraphs summarize this information.
" The lender and borrower surveys are designed for three general purpose :
first, to collect information for' the Loan Estimation Model t ‘ot cur-
rently collected; second to collect program 1nformat10nztﬁat is currently
‘collected;, .but for which there has never been any/?orm of validation, and,
third, to collect ‘data that will be used to better understand the possible
causes of fncreas1ng loan defaults among student borrowers. * ‘

4The_spec1f1c obJectlves of the lender survey are as follows:

' :5 o "
C (1) - to expanﬁtogﬁtbe information lenders currently report to the
- Office of Education, particularly for data needed on a one- - L
e basis for OE's Loan Estimation Model;- N

,’kZ) to determine lender experience with loan defaults that w111 S
- be used both to validate the OE file data and to assess ~
certaln qualltatlve aspects of the loan portfolio; ®

(3) to detgeimine Some of the important procedures re1at1ng to
‘ lepger dm1n1strat10n of guardnteed loans-—-that is, the .
approval, servicing;.amd collection of such loans;

(4) to estimate”some of the primary costs ussoc1ated with the
administration of guaranteed loans; and -

-(5) to determine some of tHe opinlons viewpoints, and more
e, TOTMAl policies that constitute lender responseg, to the _
structural and administrative requirements of the GLS -
 program; and

' (6) to determine certain aspects of borrower repayment cx- - 3
4 perience with lenders, including the setting of repay-
. Jment terms and amount of monthly payment.
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Related to each of the specific pbjectives of the survey are numé rous 1@?&
pélities, procedures, and.administrative»variations'that are important for ,%gjf
a more complete knowledge of the default phenomenon, but for which a ques- 'gng
tionnaire is Aan inappropriate instrument. The study design thereforé in- h'ﬁfif’ |
. cluded exten51ve interviews at 40 lending institutions, with each 1nd1v1dua1 §o
‘1ender or group of lenders crosen in relation to a particular aspect of the Qé;“
‘default process or a particular set of -questionnaire 1tems for'whlch RMC ) e
“ished to gather additional backgruund information. W’ o
Te lender and Lorrower data are also related to the OF Loan Estlmatlon ,‘
Model. The Guaranteed Student Loan Program currently,;olleets a largg o ,}'
amount of data relating to the characteristics of the borrowers (including T
the characteristics of their'loané), the l'Qding institutions, and the educa-:f
tional institutions attended (which are sometime§'also the lending institu- [

tions). Theser data,are ppart.of the individual loan transaction records, g
parts of which are retorded in,fivehseparate computer files maintained to 7: ,
pfov1de processing flex1bllity for- program operations.. - S
However,®the usefulness of the GSLP Loan Estlmatlon Model is d1rect1y

dependent on the validity and rellablllty of these data, which represent .
over 5.5 m11110n loans, to over 3 million borrowers. To the extent that the
recorded data do not accurately represent. tbe actual characteristics of
borrowers, loan transactions, and 1end1ng and educaﬁional institutions,  the

' Loan Estimation Model will ﬁroduce dlstorted foredasts of future defaults,
interest Hepefits, and pre 'um income. Presumed/inaccuracy of data may be-
partlally caused by deficierncies Fnd problems in &he data delivery and re-
cord1ng phases of the GSLS 11 system. The 1ende# survey-constltutlng an
1ndependent _randomly atraé f1ed2representat1ve Bample——was 1ntenéed to
reveal the ruugh d1men51ons of data lnaccuracy ﬂrom the GSLS II tlles cur-
rently being used by the Loan Estlmataon Model:) In addition, certain bor-
rower repayment and frnanc1a1 data ﬁh ;'the program,does not collect were

‘ obtained. These data relate to a:sumptlons about the distribution of de- o
'fault claims over “gtime (partially a functlon of the length of repayment

ns) ;and to the employment and income- characterlstlcs of repayers on the
ind and defaulters on the othef', o
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S\M-‘IPLE DISIGN N\

The sampllng plan flowed\dlrectly from the study's primary interest in .
’nthe GSLP repayment and default processes. The universe was therefore defined -
- to 1nc1ude borrowers and assoc1ated 1enders who had obtained federally ™~
guaranteed loans (including state guarantee hgency 10ans) "and who had one '
or more loans converted into repayment. This included borrowers who had

- ever become obligated for repayment (even if they never started repaying),

' and those who had already fully repaid their loans.

The research design led to the heed for ‘a representative sample of GSLP
lending institutions and a representative sample of GSLP borrowers who had
reached or completed the repayment stage. Mail questlonnalres were designed
and sent to sample slenders. Included were a Part I, coverlng‘aggregate ‘
'institutional operations, and a separate Part II, covering the behavior‘o}
oach sample borrower associated with that 1ender. A separate questionnaire
was also sent directly to each sample borrower. However, a 1arge propor-
tion of invalid addresses-and many nonresoondents resulted 1n a poor overall
' ~ " 1 Tesponse, particularly for the most important subgroup--the defaulters.

| " The resul ing low pre€ision of estimates from-this direct borrower survey =
limited its ysefulness, and this report draws only on the indirect borrower(
data supplied by 1enders.1 In any case, the sample was drawn to represent
the borrowers in repayment that could be (and waa) used for a direct survey.

‘The only usable sampling frame for the survey was the large data-file - \//<~ﬂ\‘

on ﬁSLP'partrsipants maintaineduby the Division of Insured  Loans of the
Office of Education. A series of separate, byt interrelated, computer files
are maintained by DIL covering all GSLP loans since the federal program
started in 1965. RMC prepared a consolldateduundupllcatpd computer file
of borrowers and -associated lenders with converted loans to usé as a universe

' . . - “ : \

e ’ H

data was proV1ded by RMC to OPBE for internal use. See A Su of Lenders
and Borrowers in the Guaranteed Student Loan Program, RIC Report UR-228,
November 1975. ) ] ©

|

} o N

1. A separate report 1ncorporat1ng analysis of the d1rec borrower survey
|

|

|
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for sampling (since most DIL files are kgpt by individual Joan and do have

overlaps). Borrowers were selected £6r this file if there was.a. reason to P

have eptered repaymént status, even if @ confirmation of the status was not

on the master file. /ThiS/ﬁ;gsedure wa, adopféd to avoid possiﬁle bias from
certiin hoerrower types not being properly updated on the central OF file,

cven though it was reco ,'2éé_that some sanmle members drawn from this.uni§er5e
would be dropped latefffii;nitiai status confifm%;ions from lenders indicated
them to be deferred'or otherwise not ye@llﬁable for Tepayment. The resdlting
total number of borrowers in this universe file was about 1.5 million.

gxpect (based‘on such fgézgzi/as/éxpecte graduation. date) that they should.,

The universe file was processed to produce ar cluster sample of approximately
10 borrowers from each of 6§00 lendérs.1 Although the detailed procedures
were those best suited to.computer pperations (since all sampling was done
that way), the ré§q&;@n£ sample wasvdeéigned to satisfy standard statistical .
rules and criteria. , : . .,

With respett to lender data, Ienders were sampled with probability pro-
portional to the number of borrowers who had reached repayment status. Thus,
a lender with 1,000 such borrowers wodld have 10 times as much chance of
sclection as one with only 100. This ipproach of oversampling .the large ¥
lenders tended to reduce théisampling ariability of aggreﬁate estimates
since, in makingresfimates, theirepbgt_pf a lender with 1,000 borrowers
was rultiplied by a weighting factordonly one-tenth as great as that of a
lender with 100 borrowers. It was believed that a sample of 800 lendipg
institutions selected in -this fashion would be adequate to provide the de-
sircd data-by the"major types of lenders.. To ensyfé representativeness,

ey
.

1. Initial examination of the lender data base indicated a sample of
-more than 10 borrowers would be needed for a few very large borrowers to

\\\ avoid le sampling rates for them.  RMC was prepared to hold special dis-

cussions with those few lenders to gain their cooperation, but no signifi-

cant problems of this type were encountered. The number of borrowers per ,

lender was not important for analytical purpeses since the Tresponses were

not used to estimate characteristics of that lender, but rather for examining
. the universe of borrowers. in repayment as a class. -
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the sample of 1enders was stratified by all 13 lender categories even though
-\,flt was known that tabulation and ana1y51s was only feasible for’ about six or
seven composite categories having sufficient samp]e size. It was not posslhle

to specify the specific,categories until the sample data had been examlnedv
Since lenders having over a specified number of’/orrowers in repayment were
‘selected with certainty, the sampling variation was reduced. Thus the
srange of variablllty of lender size within a lender category must be con-

51d$red along with the absolute number of lenders. \\\ )

The general appreach was that 1enders were ordered by type of lender and

ZIP Code and then a systematic sample was taken w1th.the aj propr1ate skip in-
tervals of borrowers. Singe the skip interval was expect d to be about 2,900
(1.5 million dividex »by 00), this meant that any lender aving over 2,000 "\‘\g::*\\
borrowers converted to repayment was sure to be in the lender sample. For f
categorical data--i.e. , proportlon of borrowers associated with lenders. that
had a given characterlstlc or proportions of lendets with a given charac- )
teristic--the sample size was de51gﬁé to produce standard dev1at10&s of 1ess~\\
than two percentage points. For aggr:;ate data,/zuiinas total loan volume by
~year, the sample was expected to be quite e ient, but the sampling errors
were not known until estimates were made fIx thngUrvey data.

It was further felt that. there was~a need to verify the eligibility of the
i e.addresses were requested from the lender.

selected borrower 4t the sam
The need for ver1f1catloﬁ'of current borrower status stemmed from many indi-~
’catrzgia;;it’;he”chP maSter files used for sampling mlght be out of date
rorgi:; s1gn1t1cagtjamount3”“TTff@greerfors concernlng the e/} ibility .

Perererrermar e nen
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j>/§eiected borrowers
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The borrowers itrthe _survey were selected by a systematic samp11ng pro-
7 cess from the borrawers converted to repayment in the.selected lending in-
U stitutions. Thgs'process ensured that each borrower within a stratum who had
reached repayment status would have the same initial chance of selection. It
was planned that a sample of about 8,000 borrowers would be drawn. The

chance of selection would then be on the order of 1 in ZOb,icorresponding

to a borrower file of 1.5 millicn. If data for each of 8,000 sample cases

t | . "
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were/ébtained, it would be possible to geke estimates for the entire file

by giving each sample return a weight of 200. However, we did not, of course,
xpect to get data for all 8,000 sample borrowers. | . S

We emphasize that, although the cluster sample design Qinimized the number

: iof lenders that had tn be contacted for borrower data, it did not mean that the

sample of borrowers was disproportionately concentrated in large lenders.

" Since 4 sma]fer fraction of borrowers was taken from a large lender than from

a small one, each borrower had the same chance of selection regardless of the
size of the Tender with which he was associated. Overall probability of
being selected was the product of the probability of the particular lender being

~selécted and the probabilitykof the selection of that borrower from among

that lender's eligible group.  The borrower sample should give adequate repre-
sentatlon of any ¢lass of borrowers constltutlng 10 percent or more of the
universe. For example, if the universe contains 10 ‘percent from proprletary
vocational schools,, the borrower sample should allow proper estlmatlon of p_f
the characteristics of that group. - S _ *
The recommended borrowér sample slze was chosen after consideration, of
its effect on sampling variance. In the’unlverse of spec1f1c borrowers, we .
had various universe control counts, so the sample need only be used to
estimate proport{ons. Since the sample of borrowers was clustered within each p
institution, it will have a somewhat'larger variance than would a simple‘,}
random sample of the same size. On the other hand, the systematlc natire ¢
of the sample should produce some galns of strat1f1cat10n” For an est1m1te ﬁ? _
of a propertion (p) of borrowcrs who have a given characterlstlc based upon R
i responses, the standard deviation is governed by the relationship; ) T

= p(l'p) ’ A 4
P p no.
Thusg, an estimate‘of an upper bound on.the tahdard'&eviation can be made by
assyming the ‘cluster sample doubles the variance, p equals the worst case of . g
0.5) and 2,500 comp eted questlonnal es w e rece1ved The maximym standard
devratlon is ‘then Qr

!
..\. o

14 or 1.4 percen ge 01nts
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QUESTIONNAIRE DESIGN

" To implement the surtéy objectives,'it-was necessary fdr'RMC to design
and test questionnaires for collecting data about GSLP 1énders and borrowers.
The following paragraphs'describe/that design process.

" The two quest1onnalres were developed in several steps rklng with >
the original materials from the RFP, a list of maJor polliY"l sue//ef concern
o OE was first drawn up and spec1f1c research quest1ons WETE [41d out. _
Preliminary consultations were held between RMC staff "and OE personnel who b
deal with GSLP loans, in particular with repayment terms and claéas. Working

'with informatioh'already available in OE records, it was determined_that the

terms of ‘repayment per se were not of central importange, as had or1g1na11y
been thought since a very high percentage of borrowersAWho were repaylng were
d01ng 40 at the m1n1mum monthly rate. Rather, the problem of the default
phenomenon--1ts frequency, the reasons for its occurrence, and the impdcts

it might have on such things as lender participation--was determined to be

ﬁf the Jevel

of participation of lenders in the GSL progfam was singled out a, the p imery
focus of the lender survey.

a central focus for the borrower survey. Similarly, the concept

|
d

j /
Thus RMC project staff, workl p imatrilly with the project m?nltor n

OPBE, compiled potential questions thatfwere intended to address these-major,
‘issues. For instance: What are the majyot

ctors that might accpunt for

borrower default7 Do default rates differ s bstantlally between types of oo 8

school attended? ‘What -factors tend tq discourage lender part1c1patibn-3f "

cost’ of handling these loans compared jwith hers, experlence with having-

/ W
Working with these questions, RMC staff”“seﬁb{ed a first,wo king draft
questionnaire that laid out all the irforma 1on required to addre s the ques-
tions ana gave tentative foxﬁlt&lthe cuestlon themselves~ These first
versions were quite lengthy and. ‘were sed to afid in the furthdr spec1f1ca
tion of priorities for the study. T e-drafts yere reviewed by OPBE, by \
RMC.staff and management, and ﬂy Consultants fam111af\w1th ‘the, policies and -

}

many defaults, low returns on loans? >

=
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\officers of a small mumbet of lenders in the Jocal area were interviewed
informglly to determine how burdensome some of the proposed questions_ for’
lenders would be and whether questlons of confldentlallty of information

- s

rould be anolved 1n mounting the surveys. .
] *

RMC ‘stdff thcn redrafted the 1nstruments, taklng into"account the need

to reduce respondent burden by reduc1ng ‘the length ol the items and focu51nx

on prlorlty items. A second working draft was assembled and c1ftulated
tion of student®loan programs, as well as within OPBE.
ments on thlS, -a slightly revised ver51on of each inmstrudfént’ (the revisidns

malnly corrected errors in R‘ at) was used’ for pretest purposes.
the Otfice of hducatlon(g&dﬁided RMC with a list-of 16 iendhng lnstltu—

e

tions acros% the@gountry. . The 1list 1nc1uded the name a?dgtelephone number

of a coﬁtact person at eaeh bank. Nine of the lending
oth Part I and Part-

'Each lender.was asked t note any axeas of

tacted and eight agreed to assist in the pretestlng of
IT of the lender questionnaire.

ambiguity and to suggest any improvements. Six of these pight Institutions
re5ponded w1+h1n the necessary time spa ,

1

The pretest proveq to be’ extremely helpﬁul in po1nt1ng up broblem areas.
These d1ff1cu1t1es were Ebr(\cted 1p the following ways:

s -

(1) Questions that require  tog, ‘much detall or that were a .
*burden to complete werf\pared down,to their essentlal

) . components. ) s
(2) ,Questlens to which mostupartrc1pants could not provide _
_answers were eliminated if not critical to the analysis.,
. N
5 ..(3) Questions that were reduudant or irrelevant. were elim~ .,
- - inated, R Lo Y .
. ! hRE. I ' °
) Questhns that were amblguous or coffusing were clarified-
: and refined. f”q_n;
..+ (5) Questions that had 1nadequ&tq response categorles were en-
larged. , . . - R

within the offices of QE concerned wigh program development and admlnlstra:

" While awaiting com-

]

énstltutlons were con~

IT




14 4, -
. - .
4 \ \
. o
. P . . .
. v B .
- < . .

. .. . o1

R ) . 4 ., ) S - .
. 8 <
oo R . . R LT 1 R ..
., a R o’ RS i . . .
. . o -t " u . - *
' . s . Nt . .
N ' . ~ A - .
ot v < . . A > I . .
. - . N : . - o . . . [ ’
’ . ) . . N . .
. . - . X ! .
- . - Pl - . ° .
B : -
> . o
. o
‘ o N - //
~ s . .
s Y /;o/ .
v . ”» -
*
v \ .
i
o
a °
-

@ . . L

B o ~ 'UNDERSTANDING THE STUDY'RESULTS - L.

. 6 e . v

STUDY LIMITATIONS | o .

?
1 . To understand the'resul%s of this study, it is essential to~bear in mind the
' complex1t1es and d1ff1cultles 1nherent in any study that “rests on the collec~ %
-  tion of loan 1nformat10n from lending 1nst1tut10ns and borrowers, - Many of
~ these featuyes re51de in the details of the pnocesses by which data were iden-.
_-tlfla@,and collected Appendix: A is a detailed descrlptlon of. the field pro-
cedures that were used in this project, and the reader is urged to read that-

» /&aescrlptlon carefully. However, for those whose time and interests w1ll not
bermit this, weé present here the key features of an 1nformed assessmént of the . S
quality of data collected and stability qf the conclu51ons drawn in the course

“of this study. R :

To prevent thé readef\s comlng away from this discussion with the wrong . /
conclusions, it is useful to re1tera{e that' these complexities and difficulties
are characteristic of many stud1es of this sort. RMC's preparation of con-*
clusions and recommendatlons has taken these pbssibilitieg.into\account. Even
though. these<llmitation were” cognized by OE and RMC -in advance, this sdrvey ‘
was initiated because dath about GSLP were not otherwise avallable and thls g :

“ was con51dered the most feasible ‘way of obtaining that information. Of. the o
'#,*{ potentlal’llmltatlons nonresponseiblas is the most significant. Con51derable |
=" attention has been given to better\understandlng its 1mpact The other quall-

fications appear w1th1n the range, of‘aCceptablllty for studles of thl% type '

‘and are not expected to have 51gn1f1ca~t impacts on the study conclusions.

A Immedlately follgglng are br1ef disch sions of the major 1ssues 1mportant

\ngﬁ_ “t0 understandlng the s tudy results. The)" al sections of this chapter examine® . .

k‘ o [if
the more 1mp01tant of these at greater leng h._\% W ’ s i
- Y ) {?’* a ,::‘ ' ‘;“; e "
R N . N

e Y




AT

4

Sampiing Process = - : ' .

¢ »

For both lenders and borrowers, it was obviously necessary for this s
survey to address a sample of paréiggpants. Whilelany sampling process
introduces the possibility of errors, this particular source of limitation
is relatively small and controllable. As diéhussed*elsewhere in this re-

LR
'\\uport RMC  prepared h~carefully structured”étratified sample of lenders and

I ]

[

borrowers from the universe _of all GSLP part1c1pants who had ever become
liable for repayment, as indicated by the master data File at the Offlce

of Educarlon, Although this was, clearly the best. unrverse available for
sampling purposes, the file apparently misclassified some participants and -
had incorrect or missing dara&elements for others. Therefore, the universe
represented by the sample used may be slightly different from the un'i\_;erse~
of interest. All things considered, RMC does not believe that the 1im§fd¥

T

tions produccd by this éampling procedure are of major cconcern.

Nonresponse Bias . o oo

s

Thespurpose of the sampllng process is to e inferences about the gen-

eral population (the universe) from whichthe sample, was drawn. We would ’
therefore like to‘be able to say that the characteristics exh1b1ted By the .
sample\respondents are representative the general survey: populatlon. ) ‘
This statement rests on the asstmption’ thatb he response phenomenon 1is ran-
dom; i.e., -all the ‘people in the sample have an equal oppor;unlty to- respond
uﬂd have exercised it. o :
Although this is generally not true, it appears to be a very. reasonable, .
' assumptlon in ‘the cases of the lender survey and the survey of borrower data
supplied by lenders. =~ . ' ‘ o A
_ First of all, the 70 percent of the 1enders in the sample who returned
questlonnalres represents a substantlar ngorlty ;and 1nc1udes 18 of the 20 .
largest GSLP lenders in our sample. Secondly, the known reasons 'for not, com-
pieting the questionnaire do not point to a systematlc deletlon of certaln“%”;;“
lenders<from the sample (and thus any systematlc source’ "of bias). No adJust-
ments for nonresponse b1as were theréfore‘nmﬁk;;ﬂ;;-~
tions or attributes because these adJustments woul

value to the data. : . “ —

e_data on 1ender opera-

S

- y . RN 4,,‘ R
o, -6 . v e
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leen that no 51gn1f1cant sources of bias are. apparent ‘in’ the lender .
survey, the. only way in which biases could appear in the borrower data would

" be @s a result of lenders' systematlcally not supplylng data on certain
. classes of bdrrowers. In ‘this regard fhe only systematic patterns dis-

. covered by’RMC were:- related to the 1ender s recordkeeping methods: Certain ) ©
lenders tended to destroy or put in 1nact1ve storage the records of loans " . ¢ ;\\
that were pa1d off (whether normally or by default) and were unwilling to’ , :
retr1eve the 1nfo§mat10n requested by thls survey. Lender responses about’ - =

1nd1v1dual borrowers covered about. 60 percent of the original borrower
sample. Coverage of the borrower responses was ‘compared with the’ original : _"3
sample to investigate for nonresponse bias and adJustments were made where
significant ‘response differences were found (all adjustments were small) "

Q 4

Ttem Norresponse oo ‘
A somewhat different type of nonresponse bias‘isfcrea;ed‘when.particular

questions or groups of questions are“left unanswered on a survey form that  °

is-.otherwise usable. This presents'llttle dlfflculty in’ the tabulation o S

) . ) 1
process since only the. valid answers are tabulated and data summatlons can ' B

- be expressed in tewms of percent of those respondJng to a glVEn questlon -
- However, the" 1nterpretat10n of the data results may. be weakened since ‘the
effectlve sample size for part1cu1ar areas of 1nqu1ry may be reduced by
% such. items of nonresponse-.- e e ‘ e e ,
"The 1ender replies often 1ncluded a 51gn1£icant number of unanswered St
questlons. “In most cases, this appeared t¢ be- because the'lenders did not
. maintain their records such’ that they could canenlently answer a given .\::\

questlon.1 Somexlenders commentted that thay were too-bySy to look for the‘ 8

. 1nformat10n ‘or even to est1mate it séparately - The largest category of in- N
L]

| compLetc nswers wds from the Part It form of the, 1endefs' survey, wh1ch ' \ff
1 o N a\\ﬁi 'i e , ‘-~ - R o
- ® 1. Somé of\this effect was expected since one questlonnalre had to i T

bé designed for tge. with many stypes of lenders (from small credit unions
 to the ‘biggest banks) who kept theit records in many ways and at different °,
Tevels of detail. . . -
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or, did not otherw1se meet- established criteria for vagid data

requested‘information about individual samplc borrowers. A Iarge/nUmber of
these were returned’ almost totally incomplete, because the lender/did not

have records ava11abLé on the borrowers. 'In some casés, this wds because the

lender could find no tecord for thé loan. However, the reason for this was .

i usually besause the 1oan had been fully repaid (by gtatip or borrower) and
' therefore the records had been destroyed ar put in dead, storage. RMC was

careful to make maxjimm yse of all data prov1ded but we were not in ‘a

" position to go back to individual . responoents and ask a second tlme for

specific data 1tems that werc. m1551ng . -

Hd

fIncorrect Answers

v
-

An addit jonal COHtflbUthH to low data quallty gccurs if the respon~ 5
/demtt proviaes an incorrect answer o one or more questions on a (ompleted
questlonnalre.u Although RMC has .no way’ of knowfng how often this occurred,

‘ spec1a1 attention was given to mlnlmlzlng this "factor where it could be

observed AlL.survey responses were subJected to computer ed1t1ng that

checked, for 1nva11d answers.-that were outside prev1ously establ;shed ranges.

This ed1t1ng
process also identified errors caused by imcorrect data trahscrlptlon,
punching, or computer processrng
rected.

key-
These errors were then checked *and cor-
-validation study, RMC has no way of determining
whether the- respondents told\the truth; as.long as the apswers appeared
reasonable they were accepted as correct statements,
tudes and’'opinions,

Short. of a separa

In the area of &ttl-
ve were partlcularly interested ifi the behav1or of the

respondent even if that Behavior was determ1ned bv nerceptlons that

»
9

reallty, were not correct “‘;,' o

« Y hd

- ’ v
» .

Another factor that must be kept 1n mind when 1nterpret1ng the results

" of thls survey and, the conclu51ons drawn from them is the timing of the

e

survey. All of the stat1st1cs and most of ‘the‘opinions in thls sUrvey "

relate to aqperlod several months prior to this £inal report. Statlstlcal

-data for ]oan status and other finantial data were requested as of January \

1, 1974

v ’

a1 S R
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Since respondents were completing the survey about six to eight = . \\\ o
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. the lenflers the most current statiis and address of each borrower selected

" readily ayailable in their record-keeping systems. Most-lenders had records

.. months after that .date, the rvesponses from some lenders probably reflect
. their sté\hs_and -attitudes at the time they filled out their questlonnalres°
. In addition, the present ﬁrocedures for GSLP are somewhat different from

what they were during the response period: =3It is also certainly true that
economic condltlons continued to change, some for the better- and some for ™

‘the worse. These changes probably affected the f1nanc1a1 situations of

both the lenders and the borrowers. However, these kinds of lags are 1n—
ev1tab1e in a survey of this sort because of the time required to de51
the survey, obtain OB cléérance obtain responses, and write the flnal
report

Although changes in economlc condltlons and program regulailons have
occurred, the major problemEQbf rising-defaults and lender relatlons Te-
mdin, RMC believes that thls normal timing 1ag does not 51gn1f1cant1y re-
duce the usefulness of the results and conc1u51ons of ta1s study,
RESULTS OF INITIAL REQUEST T0 LENDERS S , ' “

As mentioned earlier, a two-Stage proéess was designed to secure from
for the sample. .This provided an bpbortunity for, validation ofkcertdin GSLP
data and deflnltlon of tne borrowers - tm be covered by 1ater detailed ques--
tionnaires. Follow-un requests welre sent to tﬁese 1nst1tut10ns as required,
and eventually responses were received from all but 30 of .the 784 sample

”1ender§‘ Approx1mate1y 97 pércent of the sample of borrowers was. accounted

1
for by this lender response The remaining 30 lenders were sent SpeC1a1 re-
quests for borrower addresses along with thelr:questlonnaxres.

5

' 1. RMC cannot be sure of the 1n¢1dence qﬁ the reasons ome lenders gave

~ for not sending addresses. for all sample borrowers. RMC received comments - ‘
from, some lenders, but cannot be sure .f the 1mportance or extent of these '

reasons’ among all nonresponding lenders. Based upon' telepone calls and
writtén comments, it appears that many lenders#did not have the addresses

for "closed'" loans (fully repaid by borrower or GSLP) in inactive storage
and were unable or urwilling to search thdt file system. Of course, many
defaulters were in,that status because the lender was unable to find the
current 1ocat10n of the borrower. ;
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The responses provided by lenders constitute one important result of -

this survey and they are presented in Table 1. °All the categories are self-

exnlanatory,:w1th the possible exceptlon of columms 6 and 7.

Mere the

1end1ng 1nst1tut10n indicated 1t had no record of a borrower, two subcate-

gories were established by RIC.” Tf the bank indicated it had fully examined

its recon@iwor otherwise indicated it had exhaustéd its ability to check,
the borrower was recorded as classification.6 and no further follow-up by

.RC was conducted for that instituinn, If, however, no reason Was giyven

for checking™'mo record, " the borrower was categorlzed as 7 and questionhaires

and other follow- -up activities. were carrled out by PMC,

This approach was

used because RMC Had indications that many of the "no record" de51gnatlons

by lenders involved records in dead storage or similar s'tuat&ons.
honed that additional follow-up with questionnaires would

(category 6), a printout'by individuals was provided to OE so further inwves-

fivince these™
*lending institutions to pursue the matter further., For the "no record"

tigation-of tine true existence of sucH loans coukd be -pursued by OC if

’

de51red

Lable 1 reveals that only about 11 nercent of  the borrowers were not

covered by addresses, with the bulic of these being from the "no record
/ _

mIt was

-

£y

exists'" category. . ) '
/ .
v
T, Table 1
BORROWER PROFILE BASED UPON INITIAL LENDER RESPONSE
Bbrrower Status Indicated by Lenders
/ . ' "
3 o . 6 7
- (Blank) 1 2 Default 5 Ng Record | No Record
Category " No Status In Paid (except 4 Not Yet (no No Record
. Indicated | Repayment | In Full | deceased)| Deceased Due follow-up) | (follow-up) Total
With Addresses .8 3,158 | 1,988 736 22 | 1,128 22° 782 7,150
" S
Without Addresseb T 22 314 43 15 9 107 415 926
Total 9 3,180 2,312 779 37 1,137 129 -~ 493 8,076
Colum % of Tetal 0.1% .39r4% 28.6%, 9.7%1 0.5% 14.1% 1.6% 6.1% 100%

Q

ERIC

Aruitoxt provided by Eic:

a. lenders piovided addresses for some horrowers for which they did not provide a record of loan stutus.i

-

o

L]
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The second biggest‘category is "paid in full," which, of course, covers OIZEY

" loans and many lenders who no, longer keep records on such individuals. All
» things considered,

believes that fairly good results were achieved in this

o

Two categories of barrowers were no